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Abstract 
The investments have very great importance in terms of increasing of countries GDP. Foreign investment, investible 
resources can be defined as moving to another country by persons and organizations. Foreign direct investments 
(FDI) outside of the portfolio investments, foreign investors, either alone or in partnership with local investors 
realized investments. Countries are trying to attract foreign investments by exemptions and incentives to foreign 
companies, as well as various tax exemptions and market priorities, infrastructure services, and even giving 
monopoly rights. Especially foreign investments can provide in overcoming crises to countries. The crisis that 
emerged in USA since last quarter of 2008 spread to Europe and developing countries. Turkey has also been 
influenced by this crisis as much as other developing countries. Despite intensive government interventions, a great 
number of countries could not hinder them from decreasing growth rate and increasing unemployment. Countries 
launched incentive package in order to alleviate impact of crisis and get rid of ravage effect of crisis. Investment 
incentives were very critical and deterministic during the crisis period. Turkey had launched comprehensive 
investment incentive system in 2009 by considering these progresses in other countries. In this paper, investment 
incentive system implemented in Turkey is analyzed during the global crisis and effect of this system on foreign 
investment decisions. 
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1. Introduction 
 
Global crisis has affected Turkey as much as other developing countries in the second half of 2008.  
Countries launched incentive package in order to alleviate impact of crisis and get rid of ravage effect of 
crisis. Investment incentives were very critical and deterministic during the crisis period. Turkey had 
launched comprehensive investment incentive system in 2009 by considering these progresses in the other 
countries. 
 
Many governments have decreased barriers and opened up new sectors to foreign investors to 
decrease unemployment or increase exports and tax revenues or improve technology etc.  host 
increasing numbers governments are that provide many incentives to attract to foreign firm to invest in 
host country. Government has presented a great number of incentives and subsidies to private sector such 
as investment incentives, business periodic subsidies and R&D (research and development) incentives. 
These incentives and subsidies were important to be increased investment rate and exportation. These 
enable Turkey like other developing countries to extend domestic market and increase competitive power.  
 
Incentives are applied economic policy measurement to reach economic goals. The characteristic of 
these incentives and subsidies is direct or indirect fund transfer from government to private sector. 
Investment incentives are different from other financial incentives in that it particularly affects direct 
investment. In this paper, investment incentive system implemented in Turkey is analyzed during the 
2008 crisis and effect of this system on foreign investment decisions. 
 
2. Investment Incentives and Foreign Direct Investments 
 
The investments have very great importance in terms of increasing of countries GDP. Foreign 
investment, investible resources can be defined as moving to another country by persons and 
organizations. Foreign direct investments (FDI) outside of the portfolio investments, foreign investors, 
either alone or in partnership with local investors realized investments. 
 
Initially foreign direct investments concentrated in the more developed countries, especially from the 
late 1980s, developing countries have begun to attract increasing amounts of FDI (Addison and Heshmati 
2003). However, some countries appear to be much more successful than others in attracting FDI. It the 
result of the companies and investors targets, as well as host countries properties and requests efforts in 
attracting FDI. 
 
In recent years with the increasing globalization of capital also received wide circulation among 
countries, countries that offer attractive investment environment has been the focus of transnational 
co  attention. Great competition is concerned among developing countries in attracting more 
FDI. These countries are trying to attract foreign investments by exemptions and incentives to foreign 
companies, as well as various tax exemptions and market priorities, infrastructure services, and even 
giving monopoly rights. 
 
Especially foreign direct investments have a key role to the transformation of an economy a globally 
competitive country. Foreign direct investment is becoming increasingly important in the world economy, 
especially in many developing countries like Turkey. FDI has become more important than trade in terms 
1185 Engin Erdo an and Rü ya Ataklı /  Procedia - Social and Behavioral Sciences  58 ( 2012 )  1183 – 1192 
of delivering goods and services to foreign markets. It has also become an important mechanism for 
organizing production internationally (UNCTAD 1996:129).  
 
Most empirical studies of the locational determinants of recognize that these are strongly dependent 
on: 
 The motivation for the FDI, for example, natural resource-seeking versus market seeking, 
efficiency-seeking versus asset-augmenting objectives 
 The economic and business environment of host, or potential host, countries and the FDI-related 
policies pursued by their governments 
 The mode of entry or expansion of the FDI, for instance, greenfield FDI as opposed to M&As 
(mergers and acquisitions) (Dunning 2003). 
 
The concept of incentive means in the economy, for the rapid development of some sectors a variety 
of ways the material or moral support, help and encourage by the public. Also it can be defined as the 
supports by the public to encourage of the certain economic activities compared to others in order to 
ensure the development of more, and fast, given, property plant and equipment and/or non-property plant 
and equipment. 
 
Incentive measures, as part of development policies, aims to encourage the efficient use of scarce 
resources increase exports and foreign exchange revenues. Incentives are divided into areas of export 
investment and development, regional, foreign and capital subsidies. 
 
From the perspective of the contents of the incentives to be branches:  
 Special depreciation,  
 Investment allowance, 
 Income and corporate tax exemptions,  
 Export credit insurance, export tax rebate,  
 Discount freight, 
 Building and equipment subsidies,  
 Low interest loans, special rediscount credit interest expenses, 
 Interest and tax refunds,  
 Customs payments, customs exemptions and funding,  
 The building tax exemption, subsidies for R&D, licensing and know-how facilities,  
 
The purposes of incentives, protection of young industries, increasing employment, ensure the 
balance of payments, domestic producers to improve the terms of trade protection, protection of strategic 
and defense industries. 
 
Many governments have used different types of investment incentives to encourage foreign owned 
firms to invest in their country on the expectation that they will raise employment, exports and tax 
revenue or that they wil  
Increasing and sustainability of both domestic and foreign investment are very important in periods of 
crisis. For this reason, governments put forward in various incentive packages after the crisis. 
 
Governments have presented a great number of incentives and subsidies to private sector such as 
investment incentives, business periodic subsidies and R&D (research and development) incentives. 
These incentives and subsidies were important to be increased investment rate and exportation. These 
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enables Turkey like other developing countries to extend domestic market and increase competitive 
power (Karakurt 2009:147). 
 
The main objectives of economic policy are accelerating economic development, raising the 
competitiveness of the economy, protecting domestic industries, potential sources of activation, 
increasing the efficiency of private enterprise economy and to encouraging foreign capital to invest in the 
country. 
 
Incentives are applied economic policy measurement to reach economic goals. The characteristic of 
these incentives and subsidies is direct or indirect fund transfer from government to private sector. 
Investment incentives to acquire a different character from other financial incentives in that it particularly 
affects direct investment. 
 
In order to increase the volume of investment, the regions more priority to these issues, in varying 
proportions depending on the type of investment and investor in the investment incentives is offered to all 
cash or non-cash support by the government. 
 
When we look at the types of investment incentives there are many tools such as tax exemptions, 
import duty exemptions, customs tax returns, value added tax exception, accelerated depreciation and 
investments (Chisholm 1974:776). The incentives should promote those activities that create a potential 
for spillovers. Especially, these include education, training, and R&D activities, also linkages between 
 
 
These are main reasons of investment incentives (Karakurt 2009:149): 
 In order to reduce the current account deficit, ensuring production of goods that are subject to 
high rates imports in the country, 
 Production of the products occupy an important place in the value chain, providing increase of 
added value and the competitiveness, 
 Technology transfer, 
 Lack of funding or skill of local capital in particular infrastructure investment,   
 Provide employment for citizens living in the country, 
 Elimination of inter-regional inequality, 
 The principle of universal service (When investing in under-developed regions is not profitable 
for the private sector, encouraging the private sector in return for offering this service). 
 
Governments should also consider their efforts to modernize infrastructure, raise the level of 
education and labor skills, and improve the overall business climate as parts of their investment 
competitive environment to attract investors (Brewer, Young 1997:175). 
 
Kokko 2003). Most countries have introduced FDI attraction incentives. The primary aims of these 
incentives are to create a friendly business environment where foreign investors feel comfortable with the 
legal and financial framework of the country and have the potential to reap profit from economically 
viable businesses. It is argued that the major incentive affecting FDI in flows involves more fiscal than 
financial incentives. Tax deduction is considered to be the most significant influencing factor on 
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attracting FDI. Incentives increase the flow of incoming FDI and maximize their return on a host country 
and foreign investors (Ginevicius and Simelyte 2011). 
 
Looking at the situation in Turkey, implementation of industrial policies comes forward since the 
founding of the republic, particularly in areas of investment incentives in a wide variety of incentive 
policies.  The first regulations for encouraging foreign direct investment were realized in 1951 and 1954. 
These regulations are showing a view quite liberal in the application that for foreign investors has been 
observed a restrictive framework in especially 1960s and 1970s. Implementations of incentive policies 
guidelines were very important changes to encourage foreign capital investment after the 1980. All 
domestic and foreign firms have started to exploit the same level of in
government removed all obstacles to foreign investment in Turkey. 
 
3. Investment Incentives After the Global Crisis in Turkey 
 
3.1. Scope of the Investment Incentives Package in Turkey 
 
In order to mitigating the effects of global crisis, government announced and put into effect a new 
incentive system on June 4, 2009 in Turkey. Supporting for large investments in 12 sectors and giving 
sectoral and regional incentives was envisaged in the new incentive system; 
 
Aims of the new investment incentive system; 
 Resolve regional disparities, 
 Determining of supported sectors according to the conditions of the regions and the competitive 
advantages, contributing to the development of the clustering approach, 
 Encouraging large-scale investments will increase the international competitiveness and have 
high content technology with research and development (TC. . 
 
The new incentive system consists of three main components. These are: 
 Regional- Sectoral Incentives System, 
 Big Scale Project Incentive System, 
 General Incentives System. 
 
First, in the regional-sectoral incentive system, country is divided into four regions according to level 
of socio-economic development consisting of 26 provinces on the basis of Nomenclature of Territorial 
Units for Statistics (NUTS)-Level 2. Supported sectors have been identified by taking into consideration 
of potential sub-regions, economic scale criteria and relevant public institutions and organizations with 
the opinions of private sector institutions. The second in the large project incentives system, government 
aimed to provide support on more than a certain size investment which increases the competitiveness at 
the international level at R & D and high technology content sectors. Finally in the general incentive 
system, there are investments not included in the regional and the large project system and are outside of 
sectors to support unforeseen. 
 
Large investments that will be supported across sectors are, manufacture of chemicals, refined 
petroleum products, pipeline transit transport services, manufacture of motor vehicles, manufacture of 
railway and tramway locomotives and wagons, portand harbor services manufacturing, electronic 
manufacturing industry, medical instruments, precision and optimal equipment manufacturimg, 
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pharmaceutical manufacturing, air and space vehicles manufacturing investments and mining 
investments. 
 
To benefit from the investment incentive system, minimum investment amount of the I. and II. 
investment areas should be indicated 1 million Turkish Liras, for investments of III. and IV. areas, it  
should be indicated 5 thousand Turkish liras. Also, it was expressed that, investments which are over 
the specified minimum amount of fixed investment, can benefit with exemption from customs duty value 
added tax (DVA) by not divided into region (Resmi Gazete 16.07.2009). 
 
Regional investments will benefit from the supports, in addition to exemption from customs duty and 
value added tax exception; 
a) Tax relief, the allocation of investment location, if investment launch until the date 31/ 12/ 2010 will 
be given the support of employer share of premium on the 1. and 2. regions 
b) Tax relief, the allocation of investment location, interest rate support incentives will be given on the 3. 
and 4. regions; 
 
In addition, for the large-scale investments; 
 Customs duty exemption, 
 KDV exception, 
 Tax reduction, 
 Insurance premiums shares of employer support, 
 The allocation of investment location will be applied. 
 
Also customs duty exemption, KDV exemption and interest rate support will be applied in the R & D 
and the environmental investments ( Resmi Gazete 28.07.2009). 
 
Also according to new incentives system; investment through the financial leasing companies in 
machinery and equipment of subject to lease a total amount for each financial leasing company must have 
at least 200 thousands Turkish Liras. In textiles, garments and apparel, leather and leather products 
sectors facilities which benefit from the moving support shall not be required to the minimum amount of 
fixed investment. But need to be minimum requirement of 50 persons employed in these facilities. 
 
Global recovery was will expected to begin in 2010. To attract foreign investments to gain advantage 
at the opportunity to get to Turkey, the investment that begin in 2010 are much more encouraged than 
investment begin after that date. Incentive systems to encourage are both domestic investors and attract 
terms of employment ciration capacity will decrease the negative effects of crisis in the labor market. 
 
3.2. Examination of Investment Incentive System Applying Results 
 
It is stipulated that the introduced incentives will raise the investments which have been done in 
2009 in Turkey. From the beginning the implementation of incentive system, the documentation held of 
2,837 units have been taken for new investment in a one-year period. These documents include both 
domestic and foreign  investments. In these terms, total numbers of incentive certificates are 
4.234. Within this total number, 4.048 pieces of incentive documents are domestic and 186 pieces of 
incentive documents are foreign owned firms.  
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Total amount of investments which issued a certificate about are 56,281 million TL. The amount of 
fixed capital investment in local firms during this period was 48.6 million TL also the amount of foreign-
 fixed capital investment is 7.7 million TL. In addition, 132,337 people held employment 
opportunities will be envisaged in such investments. 
 
 When the number of the incentive certificates of the years 2007, 2008 and 2009 compared with each 
other, in 2007 2.173 certificates, in 2008 2.295 certificates have been taken. The effects of the global 
 felt hardly and investment rates decreased, 1.588 incentive certificates 
were drawn up in 2009. When we also look at the 2010, 4.234 incentive certificates have been taken. That 
is to say, the effectuated incentive system with the effect of after crisis recuperation as well, helped both 
domestic and cross-border investment increase.  
 
Table 1: Comparison of Investment Incentive Certificates 
 
Year/Month 
Number Of Certificates 
Fixed Investment Employment 
(Million TL) (Person) 
Domestic Foreign Total Domestic Foreign Total Total 
2009 December 354 22 376 3.978 2.336 6.314 12.869 
2010 
January 253 16 269 2.005 237 2.242 9.271 
February 295 16 311 1.956 812 2.768 8.805 
March 343 13 356 3.182 168 3350 14.849 
April 387 21 408 17.532 376 17.908 12.129 
May 348 11 359 3.722 1.448 5.170 11.582 
June 376 20 396 3.551 559 4.110 12.946 
July 405 20 425 3.085 166 3.251 13.329 
August 344 11 355 2.320 462 2.782 9.564 
September 264 12 276 2.219 406 2.625 8.018 
October 330 18 348 1.760 659 2.419 10.113 
November 349 6 355 3.267 75 3.342 8.862 
Total 4.048 186 4.234 48.577 7.704 56.281 132.337 
Source: Monthly Investment Bulletin (December 2010),   
 
4,234 units in the last 12 months under the new incentive system encouraged 2,837 certificates of 
them for new investment, 915 of them for expansion and 482 of them for modernization, integration and 
the other investments. Amount of fixed capital investment provided 56.3 billion TL for this period. 44.2 
billion TL for new investment, 7.9 Billion TL for expansion investment. 
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During this period, 28% share of investment incentive certificate for the I. region, 14% share of them 
for the II.region, 34% share of them for the III. region and 24% share of them for the IV.region. When 
fixed capital investment amount taken into account that is seen 29% share of it for the I. region, 42% 
share of it for the II. region, 20% share of it for the III.region, and  9% share of  it for the IV.region. 
 
Table 2: Breakdown of Issued Incentive Certificates by Type of Capital from 16.07.2009 to 
31.10.2010 
 Number Of 
Certificates 
Fixed Investment 
(Million TL) 
Employment 
(person) 
Domestic 4.495 52.461.856.993 142.836 
Foreign 252 13.213.864.346 21.596 
Total 4.747 65.675.721.339 164.432 
Source:  
 
Table 3: Breakdown of Issued Incentive Certificates by the Fixed Investment and Region (NUTS) 
from 16.07.2009 to 31.10.2010  
 
Sub-sector 
Fixed 
Investment 
(Million TL) 
City Region (NUTS) Type of Capital 
Extractive 94.309.635  1 Foreign 
Machinery Manufacturing 61.935.557 BURSA 1 Foreign 
Machinery Manufacturing 57.477.043  1 Foreign 
Machinery Manufacturing 112.642.242  1 Foreign 
Vehicles 1.386.310.535 BURSA 1 Foreign 
Vehicles 1.203.906.225 BURSA 1 Foreign 
Vehicles 59.646.200  1 Foreign 
Vehicles 70.967.835  1 Foreign 
Vehicles 426.194.000 SAKARYA 1 Foreign 
Machinery Manufacturing 76.000.000 ANKARA 1 Foreign 
Machinery Manufacturing 62.438.934 HATAY 3 Foreign 
Vehicles 250.000.534 AKSARAY 3 Foreign 
Foreign Capital Total 3.861.828.740  16  
Source:  
 
According to table 2 and table 3, 3848 pieces investment incentive certificates are issued 4.495 the 
numbers of documents were taken by domestic firms and 252 the number of documents were taken by 
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foreign capital companies from July 2009 to the end of December 2010. During this period, 52.4 billion 
TL fixed amount of investment provided for local companies. Fixed investment amount is 13.2 billion TL 
of foreign companies.  
 
Number of documents prepared for foreign capital investors lower than the number of documents 
prepared for domestic investors. But a fixed investment amount per document that is provided by foreign 
capital investment was happened higher than a fixed investment amount per document that is provided by 
domestic investment. In this case shows that foreign capital investments are few number but they require 
high amount of capital. In addition was observed that, capital-intensive investments of foreign capital, 
especially investment trend is higher and they are abundant in the region I. and II. 
 
Conclusion  
 
In today's advanced economies, the purpose of promoting not only industrialization, but also to 
promote increases the competitiveness in international markets. Therefore, a high content of technology 
and R & D to support the large-scale investments, and our competitiveness in the global sense, the world 
market share in terms of promoting the export of advanced technology products is important. However, 
the large-scale investment promotion will be effective in terms withdrawal of the international investors 
to our country who want to invest in Turkey but due to more favorable investment conditions in to shift 
their investments to other country. 
 
It is not difficult to accept this point of view that the 2007 global economic crisis started in last quarter 
of 2007 and affected the finance sector and reel sector. In order to get over the crisis with minimum 
damage, it was necessary to take some  required precautions , incentive investments  are one  of the key 
factor that enable Turkey , Turkish cities, Turkish  people to keep them from damaging effects of crisis by  
applying  them affectively and accurately. 
 
Even though there is no agreement on the effectiveness of investment incentives, it is stated that 
investment incentives are effective to remove inter-regional inequality. Inter-
regional inequality increased during the 2007 mortgage crisis.  Due to investment incentives are effective 
in removing this Inter-regional inequality; the investment incentives took place in Turkish  
crisis package. 
 
It was decided to apply in 2009. Firstly, differences between regions were determined in all country, 
and then amount of the investment incentives was determined in t was 
aimed to give enough money for each region to develop sufficiently and to render them equally with 
regard to economic condition, social condition and cultural condition. 
 
The  main purpose of the package, especially this investment incentive in the package which was  
introduced in 2009 and was active in 2010, was also controversial among the economist for very long 
time, is to encourage T agriculture, trade and industry, to create chance to compete and also to 
support them for export. As a result of these purpose, it is expected to reduce public burden on 
employment such as taxes, insurance and to equalize input costs such as energy, electricity or oil to world 
standards.  
 
According to the result of application of investment incentives that applied from 2009 to 2010, it has 
been seen that there was significant increase in the amount of investment decisions.  Thanks to these 
1192   Engin Erdo an and Rü ya Ataklı /  Procedia - Social and Behavioral Sciences  58 ( 2012 )  1183 – 1192 
incentives, it was expected that there will be considerable increase in both production and employment. it 
was also expected to decrease the damaging effects of crisis. 
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